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Market Cap Rs230bn/US$3.2bn  Year to March 2018 2019 2020E 2021E 

Reuters/Bloomberg AUFI.BO/AUBANK IN  NII (Rs mn) 9,405 13,423 18,512 24,149 

Shares Outstanding (mn)            293.5   Net Profit (Rs mn) 2,920 3,818 7,160 8,824 

52-week Range (Rs) 836/552  EPS (Rs) 10.0 12.5 23.4 28.8 

Free Float (%) 67.9  % Chg YoY -66.8 24.6 87.5 23.2 

FII (%) 25.5  P/E (x) 78.3 62.9 33.5 27.2 

Daily Volume (US$/'000)            4,451   P/BV (x) 10.0 7.6 5.5 4.7 

Absolute Return 3m (%)              17.1   Net NPA (%) 1.3 1.3 1.1 1.1 

Absolute Return 12m (%)              29.5   Dividend Yield (%) 0.1 0.1 0.4 0.3 

Sensex Return 3m (%)               6.2   RoA (%) 2.0 1.5 2.0 1.9 

Sensex Return 12m (%)              18.2   RoE (%) 13.7 14.0 19.1 18.6 

 

 

Equity Research 
December 26, 2019 

BSE Sensex: 41461 
 

ICICI Securities Limited 
is the author and 
distributor of this report 

 

Analyst meet update  

FINANCIALS 

 

Target price: Rs800 

 

Shareholding pattern 

 

Mar 
‘19 

Jun 
‘19 

Sep 
‘19 

Promoters 32.2 32.2 32.1 
Institutional  
investors 38.2 38.4 41.8 
  MFs and UTI 11.5 11.8 12.6 
  FIs/Banks 0.0 0.0 0.1 
  Insurance co. 2.9 1.9 3.6 
  FIIs 23.8 24.7 25.5 
Others 29.6 29.4 26.1 
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AU Small Finance Bank HOLD 
 Maintained 

Pune visit note; Branch Banking center of strategy Rs784 
 
 

 
 
 

           
   

 
 
 

Research Analyst: 

Renish Bhuva 
renish.bhuva@icicisecurities.com 
+91 22 6637 7465 

We visited AU’s branch, new car dealer and regional office in Pune (Maharashtra) 
to get an insight on latest business trends. Key takeaways are – a) Branch 
Banking progression is well on track – Higher interest rates, ease of doing 
transactions and customized marketing campaign according to target market, 
customer profile, age group, upcoming festival etc. helping AU to create its 
“brand awareness” in Maharashtra b) in Wheels, clearly new vehicle sale is 
sluggish while its strategy to focus on Used vehicle is helping it maintain overall 
book growth, and c) in SBL, due its focus on small-ticket self-employed segment 
and deep distribution network, disbursement growth is still strong. Our 
takeaways and observations mentioned in this report is limited to Maharashtra 
(ex-Mumbai) and Goa. We maintain HOLD with unchanged TP of Rs800.  

 Improvement in Branch Banking is well on track. Branch banking in 
Maharashtra is headed by very senior people, having industry experience of 17 
years with large new private sector banks. AU offers total 28 products at branch 
level with bulk of asset products. On asset side, it offers vintage products like SBL, 
Wheels loan, BB while have already launched new products like Home loan, 2W, 
Gold loan, consumer durables etc. to improve cross-sells post SFB conversion. For 
liability, AU’s target market is Metro, Tier I & II cities. Its target customers not 
necessarily would be new-to-bank but the ones already having saving/current 
account with other banks and with its higher interest rates, ease of doing 
transaction and aggressive marketing campaign it convenience them to start 
banking with AU. Post on-boarding customers, it’s strong MIS system tracks the 
customer’s transaction pattern and accordingly roll-out strategy to improve AU’s 
wallet share. Currently the overlap between Asset and Liability customer is around 
~15/17% of customers. With stable managerial team, full range of products and 
aggressive marketing is likely to improve branch profitability going forward driven by 
improvement in productivity.    

 Vehicle finance – Used vehicle finance driving incremental growth. In most of 
its core markets including Maharashtra, from last twelve months AU Banks has 
accelerated their Used vehicle financing which is also to compensate for the 
slowdown in new vehicle financing. Majority of AU’s Credit managers (very critical 
for underwriting) are with AU for more than 5 years as AU generally doesn’t hire 
freshers, and this one of the key reason behind AU’s successful roll-out of Used 
vehicle expansion strategy. Incrementally sourcing in Used vehicle financing is 
through multiple channels including organized used dealers, own sourcing etc. 
However, the underwriting continues to be 100% in-house. As per team, 
delinquency in Used vehicle financing is generally a tad higher as against New 
Wheels (around 80-100 bps) but the same is partially offset by Refinance (Cash on 
Wheels Segment) resulting in overall delinquency of used segment as similar levels 
that of New. In Used, the Ticket size is Rs3-3.5 lakh. It commands higher market 
share in Mahindra dealership than Maruti. Since, it deals with mostly new-to-credit 
customers, it captures every detail of customers (~100+ items) and builds in-house 
database. It reviews portfolio performance on weekly basis.  
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 Dealers’ feedback.  Sales is down 25% YoY but has improved from last two 

months. Large Banks has 50% market share at his dealership, AU’s moat lies in 

quick turnaround for self-employed customers.   

 Improvement in Branch Banking is well on track. Branch banking in 

Maharashtra is headed by very senior people, having industry experience of 17 

years with large new private sector banks. AU offers total 28 products at branch 

level with bulk of asset products. On asset side, it offers vintage products like SBL, 

Wheels loan, BB while have already launched new products like Home loan, 2W, 

Gold loan, consumer durables etc. to improve cross-sells post SFB conversion. 

For liability, AU’s target market is Metro, Tier I & II cities. Its target customers not 

necessarily would be new-to-bank but the ones already having saving/current 

account with other banks and with its higher interest rates, ease of doing 

transaction and aggressive marketing campaign it convenience them to start 

banking with AU. Post on-boarding customers, it’s strong MIS system tracks the 

customer’s transaction pattern and accordingly roll-out strategy to improve AU’s 

wallet share. Currently the overlap between Asset and Liability customer is around 

~15/17% of customers. With stable managerial team (~95% of KRAs for front 

office is linked to liability), full range of products and aggressive marketing is likely 

to improve branch profitability going forward driven by improvement in productivity.   

Other takeaways -  

 The Maharashtra team headed by a person who is with AU from last 3 years and 

having industry experience of 17 years with large private sector banks.  

 Higher interest rate, ease of doing transactions and aggressive marketing helping 

branches to mobiles deposit at faster pace.   

 ~95% of KRAs for front-office staff is linked to liability.  

 Consistent launch of Retail products like 2W, Home loan, consumer durable, Gold 

loan etc helping higher cross-sell at branch level. 

 Initial phase of setting up team, creating awareness about AU brand, availability of 

full range of products, understanding of market etc is completed and now business 

momentum is slowly getting traction.  

 Attrition rate amongst front-line staff is higher but it initiated several steps to 

improve it like 3 days compulsory training to understand “AU culture”, open-door 

policy to discuss any hurdles they face while on ground, clear growth path for 

every employee and transparent incentive structure.  

 Referral App is also helping big-way in generating leads.    

 ~15/17% customers are having both the products asset as well as liability.  

 Target market is busy/most populated streets in Metro, Tier 1/2’ cities.  

 Currently front-office staff is doing 12-15 accounts per month.  
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Chart 1: Branch Banking profitability is steadily improving   
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Source: Company data, I-Sec research 

 

Vehicle finance – Used vehicle finance driving incremental growth 

In most of its core markets including Maharashtra, from last twelve months AU Banks 

has accelerated their Used vehicle financing which is also to compensate for the 

slowdown in new vehicle financing. Majority of AU’s Credit managers (very critical for 

underwriting) are with AU for more than 5 years as AU generally doesn’t hire freshers, 

and this one of the key reason behind AU’s successful roll-out of Used vehicle 

expansion strategy. Incrementally sourcing in Used vehicle financing is through 

multiple channels including organized used dealers, own sourcing etc. However, the 

underwriting continues to be 100% in-house. As per team, delinquency in Used 

vehicle financing is generally a tad higher as against New Wheels (around 80-100 

bps) but the same is partially offset by Refinance (Cash on Wheels Segment) resulting 

in overall delinquency of used segment as similar levels that of New. In Used, the 

Ticket size is Rs3-3.5 lakh. It commands higher market share in Mahindra dealership 

than Maruti. Since, it deals with mostly new-to-credit customers, it captures every 

detail of customers (~100+ items) and builds in-house database. It reviews portfolio 

performance on weekly basis.   

Other takeaways  

 Inherent expertise in new vehicle financing helping AU to replicate same model in 

Used vehicle financing. Since its target customers are mostly new-to-credit and 

self-employed credit underwriting becomes an extremely critical to maintain asset 

quality and AU so far has successfully done that. Again underwriting is mostly 

depends on on-ground checks, understanding customers’ business and cash flow 

pattern and referral checks hence quality of underwriting team is very critical. Most 

of Used vehicle finance Branch Manager and Credit officer are with AU for more 

than 5/6 years and fully understand “AU’s culture”. They don’t hire fresher’s and all 

new joiner’s are allowed to underwrite after 6 months, till the time they are 

accompany by senior people.    

 ~140 type of information gets captured in system for every new customer.  

 Strong focus on collection is AU’s moat.  

 Portfolio performance review on weekly basis.  
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Small Business loans – Key takeaways  

 For every new case, site visit is mandatory. Average ticket size is Rs10-15 lakh. 

 100% in-house underwriting, valuation and legal. 

 ~Rejection rate currently is 50%. 

 Cheque bounce rate (0+) is stable around 12%, most importantly not deteriorated 

in past six months.  
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Summary financials 

Table 1: Profit & Loss statement 

(Rs mn, year ending March 31) 
 

 

  FY17 FY18 FY19 FY20E FY21E 

Interest earned 13,739 17,672 29,488 42,439 55,224 
Interest expended 5,003 8,267 16,066 23,927 31,075 
Net interest income 8,736 9,405 13,423 18,512 24,149 

 
   

38% 30% 
Other income 106 3,881 4,620 6,648 7,340 

 
     

Staff cost 1,928 4,249 6,011 7,544 9,066 
Depreciation 58 533 639 767 920 
Other operating expenses 1,503 2,745 4,174 5,136 7,018 
Total operating cost 3,488 7,526 10,824 13,447 17,004 

 
   

24% 26% 
Pre-provisioning op profit 5,353 5,759 7,219 11,713 14,485 

 
     

Provisions & contingencies 623 1,326 1,418 2,202 2,560 

 
     

Profit before tax & exceptional items 4,730 4,433 5,801 9,511 11,924 
Exceptional items 6,703 - - - - 
Profit before tax & exceptional items 11,434 4,433 5,801 9,511 11,924 

 
     

Income taxes 3,214 1,513 1,983 2,351 3,100 

 
     

PAT 8,220 2,920 3,818 7,160 8,824 
 

 

Source: Company data, I-Sec research 
 

 
 

 

 

Table 2: Balance sheet 

 

(Rs mn, year ending March 31) 
 

 

 FY17 FY18 FY19 FY20E FY21E 

Capital 2,843 2,857 2,924 2,934 2,934 
Reserves & surplus 17,033 19,955 28,705 40,485 48,605 
Net worth 19,876 22,812 31,629 43,419 51,539 

 
     

Total borrowings 70,710 155,622 280,358 338,529 477,764 
Banks 27,637 43,107 54,173 48,849 76,921 
NCDs/Bonds 38,275 33,147 24,391 14,510 9,615 
Commercial papers/CDs 4,798 311 7,570 4,353 9,615 
Term Deposits & CASA - 79,055 194,224 270,817 381,612 

 
     

Provisions 762 2,088 2,088 2,088 2,088 
Other Liabilities 6,770 7,806 12,154 14,652 16,753 

 
     

Total liabilities & stockholders' equity 98,117 188,328 326,228 398,688 548,143 

 
     

Loans & advances 65,950 133,121 228,187 289,725 402,867 

 
     

Investments 21,503 30,506 71,617 80,822 108,766 
Cash and Balance 6,245 17,612 17,402 16,926 23,888 

 
     

Fixed Assets 2,758 3,861 4,470 4,686 5,274 
Current & other assets 1,661 3,227 4,552 6,529 7,348 

 
     

Total Assets 98,117 188,328 326,228 398,688 548,143 
 

Source: Company data, I-Sec research 
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Table 3: Key ratios 

 

 FY17 FY18 FY19 FY20E FY21E 

Growth (%): 
     AUM 30.6 49.4 49.2 34.6 33.1 

Disbursements 19.8 65.8 42.0 23.9 29.0 
Loan book (on balance sheet) 16.5 97.6 72.2 26.2 39.1 
Total Assets 55.9 91.9 73.2 22.2 37.5 
Total Deposits 0.0 0.0 145.7 39.4 40.9 
Total NDTL 47.8 120.1 80.2 20.7 41.1 
Total Investments 828.8 41.9 134.8 663.0 34.6 
Interest Income 36.0 28.6 66.9 43.9 30.1 
Interest Expenses 26.6 65.2 94.3 48.9 29.9 
Net Interest Income (NII) 42.0 7.7 42.7 37.9 30.4 
Non-interest income 243.5 3567.9 19.1 43.9 10.4 
Net Income 43.0 50.3 35.8 39.4 25.2 
Total Non-Interest Expenses 71.9 82.6 52.1 23.1 36.6 
Pre provisioning operating profits (PPoP) 46.8 7.6 25.3 62.3 23.7 
PAT 288.3 -64.5 30.7 87.5 23.2 
EPS 277.0 -66.0 30.7 87.5 23.2 
CA 

  
176.0 -16.8 59.3 

SA 
  

44.0 14.8 31.3 
Time deposits 

  
192.7 60.1 43.0 

      Yields, interest costs and spreads (%) 
     

NIM on AUM 9.2 7.0 6.7 6.6 6.4 
Yield on loan assets 12.9 9.3 11.0 11.8 11.3 
Average cost of funds 8.4 7.3 7.4 7.7 7.6 
Interest Spread on loan assets 4.4 2.0 3.6 4.0 3.7 

      Operating efficiencies 
     

Non interest income as % of net income 1.2 41.3 34.4 35.9 30.4 
Cost to income ratio (%) 39.5 56.7 60.0 53.4 54.0 
Op.costs/avg AUM (%) 3.7 5.6 5.4 4.8 4.5 
No. of employees 8515 11151 12623 14389 14789 
Average annual salary (Rs '000) 226.4 381.0 476.2 524.3 613.0 
Salaries as % of non-int.costs (%) 55.3 56.5 55.5 56.1 53.3 
AUM/employee(Rs mn) 12.6 14.4 19.0 22.4 29.0 
Number of asset branches 119 97 83 88 108 
AUM/asset branch(Rs mn) 902.0 1653.4 2882.0 3658.1 3968.4 

      Balance Sheet Structure 
     

Loans/ deposits (%) - 168.4 117.5 107.0 105.6 
Loans/ Total assets 67.2 70.7 69.9 72.7 73.5 
Loans/NDTL 93.3 85.5 81.4 85.6 84.3 
CA% of NDTL - 2.5 3.9 2.7 3.0 
SA% of NDTL - 11.2 8.9 8.5 7.9 
CASA% of NDTL - 13.7 12.8 11.2 10.9 
Total deposits as % of NDTL - 50.8 69.3 80.0 79.9 

      

      Capital Structure 
     

Leverage (x) 3.3 5.8 7.2 6.7 7.8 
CAR (%) 23.2 19.3 19.3 20.6 17.9 
Tier 1 CAR (%) 21.1 18.4 16.0 17.6 15.2 
Tier 2 CAR (%) 2.1 0.9 3.3 3.0 2.8 
Tier 1 Capital (Rs mn) 18,955 21,790 30,530 43,419 51,539 
Tier 2 Capital (Rs mn) 1,916 1,050 6,410 7,416 9,346 
RWA (Rsmn) 89,928 118,330 191,330 247,187 339,849 

      Asset quality and provisioning 
     

GNPA (%) 1.8 2.0 2.0 2.1 2.1 
NNPA (%) 1.2 1.3 1.3 1.1 1.1 
GNPA (Rsmn) 1245 2697 4701 6084 8460 
NNPA (Rsmn) 805 1693 2945 3285 4230 
Coverage ratio (%) 35.4 37.2 37.4 46.0 50.0 
Credit costs as % of average AUM 0.7 1.0 0.7 0.8 0.7 

      Return ratios 
     

RoAA (%) 10.2 2.0 1.5 2.0 1.9 
RoAE (%) 54.9 13.7 14.0 19.1 18.6 
Payout ratio (%) 0.0 4.9 0.0 0.0 0.0 
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 FY17 FY18 FY19 FY20E FY21E 

Valuation Ratios 
     

EPS (Rs) 30.2 10.2 13.1 23.4 28.8 
EPS fully diluted (Rs) 30.2 10.0 12.5 23.4 28.8 
Price to Earnings 26.0 76.7 60.0 33.5 27.2 
Price to Earnings (fully diluted) 26.0 78.3 62.9 33.5 27.2 
Book Value (fully diluted) 73 78 103 142 168 
Adjusted book value (fully diluted) 70 72 94 131 155 
Price to Book 10.7 10.0 7.6 5.5 4.7 
Price to Adjusted Book 11.2 10.8 8.4 6.0 5.1 
DPS - 0.5 0.8 3.0 2.0 
Dividend yield (%) - 0.1 0.1 0.4 0.3 

Source: Company data, I-Sec research 
 

 
 

 
 

 
 

 

Table 4: Du Pont analysis (on average AUM) 

 

 FY17 FY18 FY19 FY20E FY21E 

Interest earned 17.1 12.3 11.5 11.7 11.7 
Interest expended 6.2 5.8 6.2 6.6 6.6 
Gross Interest Spread 10.8 6.6 5.2 5.1 5.1 
Credit cost 0.8 0.9 0.6 0.6 0.5 
Net Interest Spread 10.1 5.6 4.7 4.5 4.6 
Operating cost 4.3 5.3 4.2 3.7 3.6 
Lending spread 5.7 0.4 0.5 0.8 1.0 
Non-interest income 0.1 2.7 1.8 1.8 1.6 
Operating spread 5.9 3.1 2.3 2.6 2.5 
Exceptional items 8.3 0.0 0.0 0.0 0.0 
Final Spread 14.2 3.1 2.3 2.6 2.5 
Tax rate (%) 4.0 1.1 0.8 0.6 0.7 
ROAAUM 10.2 2.0 1.5 2.0 1.9 
Effective leverage (AAUM/ AE) 5.4 6.7 9.5 9.7 10.0 
RoAE 54.9 13.7 14.0 19.1 18.6 

Source: Company data, I-Sec research 
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New I-Sec investment ratings (all ratings based on absolute return; All ratings and target price refers to 12-month performance horizon, unless mentioned otherwise) 
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